PHI L1 PPI NES ECONOM C WRAP- UP
JUNE 23-29, 2001

This week the peso depreciated further, stock prices
continued to soften, and rates on all T-bill maturities
inched up. We also report on the |atest conpetitiveness
ranki ngs by the Swi ss-based International Institute for
Managenment Devel opnent, which showed the Phili ppines
trailing neighboring economes. W also note that the
threat of stricter counterneasures from Financial Action
Task Force (FATF) nmenber countries has created quite a
stir -— hopefully enough to gal vani ze acti on on

| egislative refornms to conbat noney | aunderi ng.
Meanwhi | e, the | atest government survey of selected

i ndustries (April) showed overall production volune up
12. 7% year -on-year — which anal ysts, however, generally
attributed to low inventories rather than inproved

busi ness prospects. End summary.

These weekly reviews are avail able on the Enbassy’s web
site (http://usenbassy.state.gov/manila). W provide a

| onger and nore detailed review of the Philippine econony
in our June 2001 Econom c Qutl ook, which is also

avail abl e on our web site.
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End- of - quarter corporate demand, expectations of weaker
regional currencies (driven mainly by downward pressure
on the yen), and lingering political anxieties (the Abu
Sayyaf hostage drama and the trial of fornmer President
Estrada on perjury, plunder, and other charges) conbi ned
with tightening foreign exchange liquidity for a weaker
peso. The peso ended the week at 52.395 on June 29 (down
0.4% from June 22’ s P52.210 cl ose).

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)

MAY 21 50. 609 50. 840 148. 3
22 50. 789 50. 645 124.2
23 50. 438 50. 300 184.0
24 50. 287 50. 340 168.0
25 50. 449 50. 505 106. 5
MAY 28 50. 774 50. 770 160. 5
29 50. 703 50. 500 120. 4
30 50. 584 50. 565 177.5
31 50. 495 50. 500 162. 6
JUN 01 50. 750 50. 633 150.0
JUN 04  50.800 50. 765 103.5
05 50. 645 50. 590 121.7
06 50. 643 50. 720 143.0
07 50. 762 50. 710 85.2
08 50. 803 50. 910 128.1
JUN 11 51. 079 51. 190 181.0
12 Mar ket s Cl osed

13 51. 326 51. 310 191.0
14 51. 309 51. 360 105. 6
15 51. 479 51. 590 122. 4
JUN 18 51.819 51.975 141.5
19 52.282 52. 320 109.5
20 52.071 52.010 233.8
21 52.101 52. 200 122.5
22 52. 281 52.210 74.5



JUN 25 52. 252 52. 265 54.9
26 52. 307 52. 270 91.5
27 52. 308 52. 295 55.3
28 52. 366 52. 370 101.5
29 52.428 52. 395 96.0

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

Banks and securities dealers bid up rates for all
maturities at the Bureau of Treasury’'s weekly T-bill
auction on June 25. The Treasury fully awarded the P1
billion of 91-day bills on offer at an average rate of
8.728% 7.5 basis points higher week-on-week (breaking
fromsix consecutive weeks of declines). The market did
not have much appetite for the P1.5 billion each of 182-
day and 364-day bills on offer. The governnent accepted
only P625 mllion of the less than P1.5 billion tendered
for the 364-day paper at an average rate of 11.092% (up

12.7 basis points). It rejected all bids for the 182-day
paper. Traders attributed the higher bid rates to
uncertainties over a weakening peso, lingering political

anxi eties, and nagging fiscal concerns. Pronouncenents
fromofficials at the Bangko Sentral ng Pilipinas (BSP,
the central bank) that the nonetary authority was
inclined to keep policy rates steady despite an expected
reduction in U S. rates later in the week al so
contributed to the higher bids. Analysts expect rates to
nove sideways in the near-term with a stronger upward
bi as dependi ng on exchange rate novenents and political
devel opnents. As they did this week, Treasury officials
said that they would continue to reject “unreasonable”

bi ds.

The Philippine Monetary Board (the Bangko Sentral’s

hi ghest policy maki ng body) did decide to maintain
overnight rates at current |levels (9% borrow ng, 11.25%

| endi ng) despite a 25 basis-point reduction in U S. rates
this week. 1In a statenent rel eased before the weekend,
the BSP cited energing risks on the inflation outl ook --
referring to upward pressure on oil prices and increased
signs of volatility in the foreign exchange market. BSP



officials also noted that | oan growth has remai ned nodest
despite successive reductions in overnight rates.

Auction Date 91 days 182 days 364 days
MAY 15 9.513 10. 915 11. 350
MAY 21 9. 306 10. 750 11. 352
MAY 28 9. 037 10. 087 11. 307
JUN 04 8.913 9. 839 10. 792
JUN 11 8.729 9. 700 10. 823
JUN 18 8. 653 9. 780 10. 965
JUN 25 8.728 no sal es 11. 092

Source: Bureau of the Treasury

Prime Lendi ng Rates of 14 Expanded Conmercial Banks

Dat e of Survey Aver age Range

MAY 17 13. 2171 10.75 — 14.513
MAY 24 13.1013 10. 75 - 14.500
MAY 31 12. 8919 10. 25 - 14. 037
JUN 07 12. 7849 10. 00 — 14. 000
JUN 14 12. 8122 10. 00 — 14. 000
JUN 21 12. 7828 10. 00 — 14. 000
JUN 28 12. 6328 10. 00 - 13.728

Sources: Bangko Sentral ng Pilipinas; Press reports

Weak econom c prospects, foreign exchange uncertainties,
and political jitters continued to cloud investor
sentinent in the equities market. Upward pressure on
donestic interest rates further danpened a nmarket already
struggling froma dearth of positive, market-spurring
news. The Philippine Stock Price |Index (Phisix) ended



June 29 at 1410.07, declining 2. 1% from June 22’ s 1439.77
closing | evel.

Phi |'i ppi ne St ock Exchange | ndex (PH SI X) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)
MAY 21 1446. 20 363
22 1451. 20 6939 /a
23 1446. 20 726
24 1434. 68 472
25 1410. 23 1068
MAY 28 1395.12 412
29 1385. 43 511
30 1396. 50 399
31 1402. 29 568
JUN 01 1416. 09 669
JUN 04 1412. 45 2394 /b
05 1392. 71 597
06 1389. 52 490
07 1406. 65 405
08 1410. 50 650
JUN 11 1435. 77 682
12 Mar kets C osed
13 1462. 66 943
14 1474. 11 799
15 1479. 30 749
JUN 18 1470. 92 393
19 1448. 73 474
20 1449. 45 415
21 1444. 17 547
22 1439. 77 1, 093
JUN 25 1424.52 1, 093
26 1423. 44 521
27 1415.73 479
28 1414.79 436

29 1410. 07 2,972 c/



a/ includes P6.57 billion block sale of Pure Foods to San
M guel Corporation

b/ about P2 billion accounted for by trading of blue-chip
Phi | i ppi ne Long Di stance Tel ephone Co. (PLDT) shares
(reportedly on news of a debt restructuring plan forged
with creditors by PLDT"s struggling subsidiary Piltel)

¢/ includes P2.4 billion cross transaction in relation to
A obe-1 sl acom ner ger

Source: Philippine Stock Exchange

PHI LI PPI NE COVPETI Tl VENESS RANKI NG

According to the 2001 study by the Sw ss-based
International Institute of Managenent Devel opnent (I MD),
the Philippines’ overall conpetitiveness ranking anong 49
i ndustrialized and energi ng econonm es slipped to 40,

t hree notches down fromthe previous year. The
Philippine’ s Asian Institute of Managenent - WAshi ngt on
Sycip Policy Center (Al M WSycip) has collaborated with
the IMD since 1996 to put out the “Wirld Conpetitive

Year book”. Oficials at the Policy Center said that the
Phi li ppines’ overall rating slipped mainly because two
Eur opean countries (Estonia and Sl ovak) were added to the
2001 survey list and the Czech Republic’ s ranking

i nproved (from40 to 35). The AIMWSycip Policy Center
is scheduled to officially release the details of the I M
report in a July 3 briefing.

That being said, a summary of intra-regional results
showed the Philippines (40) at the second worst ranking

after I ndonesia (49) -- and | aggi ng behi nd Korea (28),
Mal aysia (29), China (33), and Thailand (38) in terns of
“overal |l conpetitiveness”. |In arriving at the overal

ranki ngs, the I MD survey considered over 280 criteria
grouped into four mmjor categories: economc

per formance, governnent efficiency, business efficiency,
and infrastructure. The Philippines ranked second | owest
after Indonesia in terns of economc efficiency and
infrastructure. It bettered Thailand and I ndonesia in
terms of both business and governnment efficiency, but

| agged behi nd Mal aysia, China, and Korea in these

cat egori es.



The |1 MD ranki ngs pose inportant challenges for a country
which has prided itself as being the |east affected by
the Asian crisis. The results suggest that, | ooking
forward, nmuch remains to be done (in ternms of inproving
infrastructure investnents, productivity, and public
sector finances, anong others) for the Philippines to
sustain a high gromh path and to conpete effectively in
an increasingly conpetitive and gl obalizing world
econony.

2000 2001

OVERALL COVPETI Tl VENESS RANKI NG

Phi |'i ppi nes 37 40
Thai | and 35 38
Mal aysi a 27 29
Kor ea 28 28
| ndonesi a 44 49
Chi na 30 33

BROAD CRI TERI A

A) Econom c Performance

Phi |'i ppi nes 32 40
Thai | and 15 15
Mal aysi a 10 13
Kor ea 13 19
| ndonesi a 39 46
Chi na 5 7
B) Business Efficiency
Phi |'i ppi nes 39 41
Thai | and 42 44
Mal aysi a 31 36
Kor ea 27 31
| ndonesi a 45 48
Chi na 37 40

C) CGovernnment Efficiency



Phi |'i ppi nes 34 37

Thai | and 30 39
Mal aysi a 24 26
Kor ea 33 31
| ndonesi a 41 45
Chi na 32 35
D) Infrastructure
Phi |'i ppi nes 41 41
Thai | and 37 40
Mal aysi a 32 38
Kor ea 28 34
| ndonesi a 47 49
Chi na 34 39

Source: Al MWSycip Policy Center

FATF LI STI NG CREATES A STIR

The Pari s-based Financial Action Task Force’s (FATF)
suggestion for nmenber countries/territories to explore
stronger counterneasures for the Philippines (and two

ot her countries) by the end of Septenber 2001 in the
absence of legislative refornms to conbat noney | aundering
has created quite a stir. The news was carried on the
front page of nmjor business dailies this week. Senior
BSP officials used the opportunity to hamrer on the
urgency of legislative renedies to crimnalize noney

| aundering and rel ax stringent bank secrecy |aws. They
enphasi zed that adm ni strative neasures to address the

i ssue were fast running out and had proven inadequate for
the FATF. They al so warned that the possibility of
stricter surveillance and reporting requirenents by FATF
menber countries would hanper the snmooth flow of
financial transfers even for legitimte transactions and
ultimately make it expensive and restrictive for foreign
financial institutions to transact with the Philippines.

A nunber of |egislators have junped on the bandwagon,
vowi ng to address the issue when the newy el ected

Twel fth Congress reconvenes in late July. President
Macapagal - Arroyo has commtted to certify anti-noney

| aundering legislation as a priority nmeasure in the

| egi sl ati ve agenda. BSP officials told the Enbassy that



a draft anti-noney |aundering bill is currently
under goi ng di scussion/consultation. The BSP also wll
continue to bat for anmendnents in its charter which wll
all ow exam ners to | ook into bank deposits/accounts if
there was reasonable ground to suspect crinme, fraud, or
serious irregularities. A nunber of governnent officials
said that a strong anti-noney |aundering | aw al so woul d
benefit the governnent’s drive against crim nal
activities.

It remains to be seen whether -- and how quickly --the
threat of stronger FATF counterneasures w || gal vani ze
action, especially towards rel axing strict bank secrecy
laws. BSP officials have | ong enphasized that there can
be no effective anti-noney | aundering systemin an overly
restrictive bank secrecy regine. Previous attenpts to
relax these | aws had been net with stiff opposition,
partly on concerns of harassnent by governnent agencies
(such as tax officials) and security issues (i.e.,

possi ble targeting by crimnal elenents).

APRI L 2001 MANUFACTURI NG UPDATE

The National Statistics Ofice’s (NSO |atest Mnthly

| ntegrated Survey of Selected Industries (MSSI) showed a
12. 7% year - on-year expansion in aggregate manufacturing
vol une during April 2001. That performance marked a
second consecutive nonth of double-digit year-on-year
growt h (based on revised estimates for the previous

nmont hs) and al so marked the highest gromh rate thus far
since the start of the year. Sales volune expanded by a
relatively nore nodest 6.2%

Reactions to April’s 12. 7% year-on-year production growh
were generally nuted -- attributed mainly to | ow
inventories rather than to inproved busi ness prospects.
Wil e overall production output inproved, there were,
however, nore losers (10) than gainers (6) anong the 16
manuf acturing sub-sectors. It is also worth noting that
April 2001's overall production volunme cane off a
relatively | ow 2000 base. Sales growth has | agged
production growth over the past several nonths and has

i ncreased at a nore noderate pace thus far than
conpar abl e year-ago growt h rates, indicating weaker



overall demand. Statistics also suggest nore excess
capacity. The manufacturing sector’s average capacity
utilization rate declined from79.3% (April 2000) to
75.5% (April 2001). A smaller (56.6% share of
establishments operated at nore than 70% capacity than in
the previous year (60.5%, while the share of firns
operating bel ow 50% capacity increased from 11. 7% ( Apri
2000) to 17.6% (April 2001).

Year - on- Year % Change

Pr oducti on Net Sal es

Vol une r/ Vol une
January 2000 12. 3 10.1
February 7.7 10.5
Mar ch 2.7 10.5
Apri | (1.4 8.3
May 13.7 21.0
June 14.5 8.0
July 20. 4 5.7
August 10.1 13.2
Sept enber 16. 8 2.9
Cct ober 19.0 3.7
Novenber 40.7 15.8
Decenber 14.0 7.7
January 2001 3.1 1.0
February 6.6 6.9
Mar ch 10. 4 3.9
Apri l 12.7 6.2

r/ revised estimates starting April 2000

Sour ce: Nati onal Statistics Ofice



